COUNTY OF FAUQUIER, VIRGINIA
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2005

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financial statements of the County of Fauquier have been prepared in conformity with generally accepted accounting
principles (GAAP) applicable to governmental units promulgated by the Governmental Accounting Standards Board
(GASB). The following is a summary of the more significant accounting policies:

A. Reporting entity

The County of Fauquier, Virginia (government) is a municipal corporation governed by an elected five-member
Board of Supervisors and an appointed County Administrator. The accompanying financial statements present the
government and its component unit; the Fauquier County School Board, entities for which the government is
considered to be financially accountable. The discretely presented component unit is reported in a separate column
in the government-wide financial statements.

Component Units — Component Units are entities for which the primary government is considered to be financially
accountable. Blended component units, although legally separate entities, are, in substance, part of the
government’s operations and so data from these units are combined with data of the primary government. The
County has no component units that meet the requirements for blending. Discretely presented component units, on
the other hand, are reported in a separate column in the government-wide statements to emphasize they are legally
separate from the government. The Fauquier County School Board (School Board) is the only component unit of
the County.

The School Board is responsible for the elementary and secondary education in the County. School Board members
are elected by the voters by magisterial districts. The School Board does not have separate taxing authority and is
therefore fiscally dependent upon the County. The County provides significant funding for school operating and
capital needs, approves the School Board’s budget, levies taxes as necessary, and approves all debt issuances. The
Fauquier County School Board does not issue separate financial statements. The School Board consists of the
following governmental funds:

The School General Fund accounts for the operations of the public school system.
The School Textbook Fund accounts for state and local funds provided for the purchase of textbooks.

The School Cafeteria Fund accounts for the revenue and expenses associated with the food services within the
school system.

The Crockett Scholarship Fund is a private-purpose trust fund that is used to report principal and income which
benefits individuals.

The School Activity Agency Fund is used to account for monies collected at the schools in connection with
student athletics, clubs, various fund raising activities, and private donations.

Related organizations — The County’s officials are also responsible for appointing the members of the boards of
other organizations, but the County’s accountability for these organizations does not extend beyond making the
appointment. The Board of Supervisors appoints the board members of the Fauquier County Industrial
Development Authority and Fauquier County Water and Sanitation Authority.

B. Government-wide and fund financial statements

The government-wide financial statements (i.c., the statement of net assets and the statement of activities) report
information on all of the non-fiduciary activities of the primary government and its component unit. For the most
part, the effect of interfund activity has been removed from these statements. Governmental activities, which
normally are supported by taxes and intergovernmental revenues, are reported separately from business-type
activities, which rely to a significant extent on fees and charges for support. Likewise, the primary government is
reported separately from certain legally separate component units for which the primary government is financially
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

accountable. The statement of activities demonstrates the degree to which the direct expenses of a given function or
segment is offset by program revenues. Direct expenses are those that are clearly identifiable with a specific
function or segment. Program revenues include 1) charges to customers or applicants who purchase, use, or directly
benefit from goods, services, or privileges provided by a given function or segment; and 2) grants and contributions
that are restricted to meeting the operational or capital requirements of a particular function or segment. Taxes and
other items not properly included among program revenues are reported instead as general revenues.

Separate financial statements are provided for governmental funds, proprietary funds, and fiduciary funds, even
though the latter are excluded from the government-wide financial statements. Major individual governmental funds
and major individual enterprise funds are reported as separate columns in the fund financial statements.

C. Measurement focus, basis of accounting, and financial statement presentation

The government-wide financial statements are reported using the economic resources measurement focus and the
accrual basis of accounting, as are the proprietary fund and fiduciary fund financial statements. Revenues are
recorded when earned and expenses are recorded when a liability is incurred, regardless of the timing of related cash
flows. Property taxes are recognized as revenues in the year for which they are levied. Grants and similar items are
recognized as revenue as soon as all eligibility requirements imposed by the provider have been met.

Governmental fund financial statements are reported using the current financial resources measurement focus and
the modified accrual basis of accounting. Revenues are recognized as soon as they are both measurable and
available. Revenues are considered to be available when they are collectible within the current period or soon
enough thereafter to pay liabilities of the current period. For this purpose, the government considers revenues to be
available if they are collected within 60 days of the end of the current fiscal period. Expenditures generally are
recorded when a liability is incurred, as under accrual accounting. However, debt service expenditures, as well as
expenditures related to compensated absences and claims and judgments, are recorded only when payment is due.

Property taxes, franchise taxes, licenses, and interest associated with the current fiscal period are all considered to be
susceptible to accrual and so have been recognized as revenues of the current fiscal period. Accordingly, real and
personal property taxes are recorded as revenues and receivables when billed, net of allowances for uncollectible
amounts. Property taxes not collected within 60 days after year-end are reflected as deferred revenues. Sales and
utility taxes, which are collected by the State or utilities and subsequently remitted to the County, are recognized as
revenues and receivables upon collection by the state or utility, which is generally in the month preceding receipt by
the County.

Licenses, permits, fines, and rents are recorded as revenues when received. Intergovernmental revenues, consisting
primarily of Federal, State, and other grants for the purpose of funding specific expenditures, are recognized when
earned or at the time of the specific expenditure. Revenues from general purpose grants are recognized in the period
to which the grant applies. All other revenue items are considered to be measurable and available only when cash is
received by the government.

The County reports the following major fund types:

The General Fund is the government’s primary operating fund. It accounts for all financial resources of the
general government, except those required to be accounted for in another fund.

The Capital Projects Fund accounts for financial resources to be used for the acquisition or construction of
major capital facilities, other than those financed by proprietary funds.

The Enterprise Funds are proprietary funds, which are used to account for the financing, construction, and
operations of the Airport Fund and the Landfill & Recycling Fund.

The County reports the following nonmajor fund types:
The Special Revenue Funds account for the proceeds of specific revenue sources, other than major capital

projects, that are legally restricted to expenditures for specified purposes. Special Revenue Funds consist of the
Joint Communications Fund, Parks & Recreation Fund, Library Fund, Conservation Easement Service District
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Fund, Fire & Rescue Fund, Proffer Fund, and Vint Hill Transportation Fund.

The Fiduciary Funds account for assets held by the government in a trustee capacity or as agent or custodian for
individuals, private organizations, other governmental units, or other funds. Agency funds include the Street
Light Levy Fund, Special Welfare Fund, Service to Outside Agencies Fund, and Detention Center Fund.

The County reports the following additional fund types:

The Internal Service Funds are proprietary funds used to account for the provision of vehicle services and
health benefits for employees and retirees that are provided to County departments on a cost reimbursement
basis.

Private-sector standards of accounting and financial reporting issued prior to December 1, 1989, generally are
followed in both the government-wide and proprietary fund financial statements to the extent that those standards do
not conflict with or contradict guidance of the Governmental Accounting Standards Board. Governments also have
the option of following subsequent private-sector guidance for their business-type activities and enterprise funds,
subject to this same limitation. The government has elected not to follow subsequent private-sector guidance.

As a general rule, the effect of interfund activity has been eliminated from the government-wide financial
statements. Exceptions to this general rule are charges between the various other functions of the government.
Elimination of these charges would distort the direct costs and program revenues reported for the various functions
concerned.

Amounts reported as program revenues include 1) charges to customers or applicants for goods, services, or
privileges provided, 2) operating grants and contributions, and 3) capital grants and contributions, including special
assessments. Internally dedicated resources are reported as genmeral revenues rather than as program revenues.
Likewise, general revenues include all taxes.

Proprietary funds distinguish operating revenues and expenses from nonoperating items. Operating revenues and
expenses generally result from providing services and producing and delivering goods in connection with a
proprietary fund’s principal ongoing operations. Proprietary funds include enterprise funds and internal service
funds. The enterprise funds account for those operations that are financed and operated in a manner similar to
private business enterprises. The principal operating revenues of the Airport Fund and the Landfill & Recycling
Fund are charges to customers for sales and services. Operating expenses for enterprise funds include the cost of
sales and services, administrative expense, and depreciation on capital assets. All revenues and expenses not
meeting this definition are reported as nonoperating revenues and expenses. The internal service funds account for
the financing of goods or services provided by one department or agency of the reporting entity to another
department or agency of the reporting entity. The Fleet Maintenance Fund and Health Insurance Fund are internal
service funds.

When both restricted and unrestricted resources are available for use, it is the government’s policy to use restricted
resources first, then unrestricted resources as they are needed.

D. Assets, liabilities, and net assets or equity
1. Deposits and investments

The government’s cash and cash equivalents are considered to be cash on hand, demand deposits, and short-
term investments with original maturities of three months or less from the date of acquisition. The County
maintains a single cash and investment pool for use by all funds and its component unit, except for the Fire &
Rescue Pension Trust Length of Service Awards Fund, the School Board Crockett Scholarship Fund, and the
School Board Student Activity Agency Fund. Investments for the government, as well as for its component
unit, are reported at fair value based on quoted market prices. Each fund participates on a dollar equivalent and
daily transaction basis. Interest is distributed quarterly based on average daily balances of each fund. A “zero
balance accounts” mechanism provides for daily sweeps of deposits made to the County’s checking accounts,
resulting in an instantaneous transfer to the investment account. Hence, the majority of the County’s funds are
invested at all times. The State Treasurer’s Local Government Investment Pool (LGIP) operates in accordance
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

with appropriate state laws and regulations. The reported value of the pool is the same as the fair value of the
pool shares. Bond proceeds are maintained to comply with the provisions of the Internal Revenue Tax Code
and various bond indentures. Bond proceeds are deposited in the State Non-Arbitrage Program (SNAP).
Values of shares in the SNAP reflect fair value.

2. Receivables and payables

Activity between funds that are representative of lending/borrowing arrangements outstanding at the end of the
fiscal year are referred to as either “due to/from other funds” (i.e., the current portion of interfund loans) or
“advances to/from other funds” (i.e., the non-current portion of the interfund loans). All other outstanding
balances between funds are reported as “due to/from other funds.” Any residual balances outstanding between
the governmental activities and business-type activities are reported in the government-wide financial
statements as “internal balances”.

Advances between funds, as reported in the fund financial statements, are offset by a fund balance reserve
account in applicable governmental funds to indicate that they are not available for appropriation and are not
expendable available financial resources.

3. Inventory and prepaid items

Inventory is valued using the first in, first out method at cost. Inventories of governmental funds and
component units consist of expendable supplies held for consumption. The costs are recorded as expenditures
when purchased rather than when consumed. Reported inventories for governmental funds and component
units are offset equally by a fund balance reserve which indicates they do not constitute available expendable
resources.

Certain payments to vendors reflect costs applicable to future accounting periods and are recorded as prepaid
items in both government-wide and fund financial statements.

4. Property taxes
Property is assessed at its value on January 1. Property taxes attach as an enforceable lien on property as of
January 1. Real estate taxes are payable in two installments on June 5th and December 5th. Personal property
is assessed at its value on January 1 or when it is acquired or brought into the County. Personal property taxes
are due and collectible annually on October 5th. The County bills and collects its own property taxes.

5. Allowance for uncollectible accounts
The County calculates its allowance for uncollectible accounts using historical collection data and, in certain
cases, specific account analysis. The allowance for uncollectible property taxes amounted to $600,030 at June
30, 2005 which represents approximately .16% of the total tax levies for the previous five years.

6. Use of estimates
The preparation of financial statements in conformity with generally accepted accounting principles requires
management to make estimates and assumptions that affect certain reported amounts and disclosures.
Accordingly, actual results could differ from those estimates.

7. Restricted assets
The “issuance of debt” account is used to report those proceeds of bond issuance that are restricted for use in

construction. The “principal and interest payment” accounts are used to segregate resources accumulated for
debt service payments over the next twelve months.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

8.

10.

11.

Capital assets

Capital assets, which include property, plant, and equipment assets, are reported in the applicable governmental
or business-type activities columns in the government-wide financial statements. Capital assets are defined by
the government as assets with an initial, individual cost of at least $5,000 (amount not rounded) and an
estimated useful life in excess of two years. Such assets are recorded at historical cost or estimated historical
cost if purchased or constructed. Donated capital assets are recorded at estimated fair market value at the date
of donation. Capital projects are defined as acquisition and improvements of assets with an initial cost of at
least $50,000 and an estimated useful life of at least seven years.

Major outlays for capital assets and improvements are capitalized as projects are constructed. No interest was
capitalized during the current or previous year. The cost of normal maintenance and repairs that do not add to
the value of the asset or materially extend assets lives is not capitalized.

Property, plant, and equipment of the primary government, as well as the component units, are depreciated
using the straight line method over the following estimated useful lives:

Assets Years
Buildings and improvements 40
Infrastructure 15-50
Machinery and equipment 5-15
Vehicles 3-12

Component unit capital assets

By law, the School Board does not have taxing authority. As such, it cannot incur debt through general
obligation bonds to fund the acquisition, construction, or improvements to its capital assets. That responsibility
lies with the local governing body who issues the debt on behalf of the School Board. Per the Code of Virginia,
the capital assets of the School Board are held as tenancy in common. The School Board holds title to the
capital assets (buildings and equipment) and is responsible for maintenance and insurance. For financial
reporting purposes, the County holds joint tenancy with the School Board. As such, School Board assets and
related general obligation debt are reported by the County until such time as the debt obligation is paid in full.

Compensated absences

It is the government’s policy to permit employees to accumulate earned but unused vacation and sick pay
benefits. All vacation and sick pay are accrued when incurred in the government-wide and proprietary fund
financial statements. A liability for these amounts is reported in governmental funds only if they have matured,
for example, as a result of employee resignations and retirements.

Long-term obligations

In the government-wide financial statements, and proprietary fund types in the fund financial statements, long-
term debt and other long-term obligations are reported as liabilities in the applicable governmental activities,
business-type activities, or proprietary fund type statement of net assets. Bond premiums and discounts, as well
as issuance costs, are deferred and amortized over the life of the bonds using the effective interest method.
Bonds payable are reported net of the applicable bond premium or discount. Bond issuance costs are reported
as deferred charges and amortized over the term of the related debt.

In the fund financial statements, governmental fund types recognize bond premiums and discounts, as well as
bond issuance costs, during the current period. The face amount of debt issued is reported as other financing
sources. Premiums received on debt issuances are reported as other financing sources while discounts on debt
issuances are reported as other financing uses. Issuance costs, whether or not withheld from the actual debt
proceeds received, are reported as debt service expenditures.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

12. Fund equity

In the fund financial statements, governmental funds report reservations of fund balance for amounts that are
not available for appropriation or are legally restricted by outside parties for use for a specific purpose.
Designations of fund balance represent tentative management plans that are subject to change.

13. Net assets
Net assets are the difference between assets and liabilities. Net assets invested in capital assets represent capital
assets, less accumulated depreciation and less any outstanding debt related to the acquisition, construction, or
improvement of those assets.

NOTE 2 — CASH AND INVESTMENTS

Deposits — At year-end the carrying values (book balances) of the County deposits with banks and savings institutions
were $16,081,974 and the balances carried by the bank were $15,312,168. All cash of the primary government and its
discretely presented component unit is maintained in accounts collateralized in accordance with the Virginia Security for
Public Deposits Act, Section 2.2-4400 et.seq. of the Code of Virginia (a multiple financial institution collateral pool), or
covered by federal depository insurance. Under the Act, banks holding public deposits in excess of the amounts insured
by FDIC must pledge collateral in the amount of 50% of excess deposits to a collateral pool in the name of the State
Treasury Board. Savings and Loan institutions are required to collateralize 100% of deposits in excess of FDIC limits.
The Commonwealth Treasury Board is responsible for monitoring compliance with the collateralization and reporting
requirements of the Act.

The Act provides for a pooling of collateral pledged with the Treasurer of Virginia to secure public deposits as a class.
No specific collateral can be identified as security for any one public depositor and public depositors are prohibited from
holding collateral in their name as security for deposits. The State Treasury Board is responsible for monitoring
compliance with the collateralization and reporting requirements of the Act and notifying local governments of
compliance by banks and savings and loan associations. A multiple financial institution collateral pool that provides for
additional assessments is similar to depository insurance. If any member financial institution fails, the entire collateral
pool becomes available to satisfy the claims of governmental entities. If the value of the pool’s collateral is inadequate
to cover the loss, additional amounts would be assessed on a pro rata basis to the members of the pool. Funds deposited
in accordance with the requirements of the Act are considered fully secured and thus are not categorized below.

Investments — Statutes authorize the County to invest in obligations of the United States or agencies thereof, obligations
of the Commonwealth of Virginia or political subdivisions thereof, obligations of other states not in default, obligations
of the International Bank for Reconstruction and Development (World Bank) and Asian Development Bank, the African
Development Bank, “Prime Quality” commercial paper, negotiable certificates of deposits, negotiable bank notes, and
certain corporate notes rated AA or better by Moody’s Investors Service, Inc; bankers’ acceptances, overnight, term and
open repurchase agreements, money market mutual funds; the State Treasurer’s Local Government Investment Pool
(LGIP), and State Non-Arbitrage Program (SNAP). Bond proceeds subject to arbitrage rebate are invested in the State
Non-Arbitrage Program (See Note 1).

External Investment Pools — The County invests in an externally managed investment pool, the LGIP, which is not
SEC-registered. Pursuant to Sec. 2.1-234.7 of the Code of Virginia, the Treasury Board of the Commonwealth sponsors
the LGIP and regulatory oversight of the pools rests with the Virginia State Treasury. The LGIP reports to the Treasury
Board at their regularly scheduled meetings, and the fair value of the position in the LGIP is the same as the value of the
pool shares. Investments authorized by the LGIP are the same as those authorized for local governments in Sec. 2.2-
4500 et seq. of the Code of Virginia.

The County and its discretely presented component units’ investments are subject to interest rate, credit, custodial credit,
and concentration of credit risk as described below.

Interest Rate Risk — As a means of limiting its exposure to fair value losses arising from increasing interest rates, the

County’s investment policy for non-restricted pooled cash and investments states that no security shall have a maturity
exceeding seven years. The weighted average maturity for the portfolio shall be less than 180 days. The County’s
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